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ABSTRACT 

The General Accounting Office (GAO) studied selected nations’ 
policies to increase the number of older workers participating in the labor 
force. The main data collection activities were as follows: (1) an analysis 

of population and labor force data from eight high-income Organisation for 
Economic Cooperation and Development member nations; (2) an extensive 
literature review and interviews with experts; and (3) site visits in Japan, 
Sweden, and the United Kingdom. Japan has enacted substantial cuts to its 
national pension system by raising the eligibility age and reducing benefit 
levels to maintain fund solvency. Sweden has changed the structure of its 
national pension system from the traditional pay-as-you-go defined benefit 
plan to a system where participants’ benefits are more in line with their 
contributions. The United Kingdom will phase in changes rewarding continued 
employment and discouraging earlier retirement. The experts interviewed 
emphasized that the effectiveness of these policy changes hinges on the 
development and implementation of labor market reforms and economic growth to 
provide job opportunities to older workers. (The following items are 
appended: details on the study’s scope and methodology; overviews of pensions 
and labor market practices in Japan, Sweden, and the United Kingdom; and a 
list of GAO contacts.) (MN) 
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Why GAO Did This Study 

In recent years, the challenges of 
aging populations have become a 
topic of increasing concern to the 
developed nations. These 
challenges range from the fiscal 
imbalance in national pension 
systems caused by fewer workers 
having to provide benefits for 
greater numbers of retirees, to 
potential economic strains due to 
shortages of skilled workers. Part 
of the solution to these challenges 
could be greater older worker labor 
force participation. 

GAO identified three nations- 
Japan, Sweden, and the United 
Kingdom-that had displayed high 
levels of older worker labor force 
participation in the past and were 
now implementing policy reforms 
that continued to emphasize the 
importance of older workers. The 
experiences of these nations 
suggest that the nature of the 
reforms, the public availability and 
transparency of information on the 
reforms, and the strength of the 
national economy play key roles in 
extending older worker labor force 
participation. 



www.gao.gov/cgi-bin/getrpt?GAO-03-307. 
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What GAO Found 

The retirement policy reforms in Japan, Sweden, and the United Kingdom 
are expected to lead to higher labor force participation of older workers. 

• Japan is facing the most severe aging trend of the nations GAO studied, 
as its median population age is projected to be 28 percent higher than 
the United States in the coming decades. In response, Japan has enacted 
substantial benefit cuts to its national pension system by raising the 
eligibility age and reducing benefit levels to maintain fund solvency. Due 
to these changes, some Japanese workers will have to work to later ages. 

• Sweden undertook the most significant reform by changing the structure 
of its national pension system from a traditional pay-as-you-go defined 
benefit plan, like the U.S. Social Security program, to a system where 
participants’ benefits are more in line with their contributions. These 
reforms are expected to extend workers’ careers by rewarding longer 
labor force participation with higher benefits. The system also 
incorporates flexibility by automatically adjusting benefits to changes in 
the economy and life expectancy to preserve financial stability. 

• The United Kingdom will phase-in an increase in the women’s national 
pension eligibility age so that it will be equal to the higher male age of 65. 
It also revised its benefit formula to raise the annual incremental 
increase for those who defer drawing their pension benefits. These 
changes either reward continued employment or discourage earlier 
retirement, and thus may promote continued labor force participation. 

However, although incentives to work to later ages have been created 
through reforms to their national and employer provided pension systems, 
officials from each nation stressed that these policy changes must be 
accompanied by labor market reforms and economic growth to provide job 

opportunities to older workers if they aretob^effecth^ 

Labor Force Participation Rates for Men Age 50 to 64, 2000 



Percentage 




Kingdom States 



Source: Economically Active Population 1950-2010, 4 th Edition, Rev. 2, International Labour Organization, Geneva, 2002. 
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United States General Accounting Office 
Washington, DC 20548 



February 13, 2003 

The Honorable John Breaux 
Ranking Minority Member 
Special Committee on Aging 
United States Senate 

Dear Senator Breaux: 

As is the case in developed nations around the world, the aging of the U.S. 
population will pose challenges to our national economy and retirement 
income programs. Organizations as diverse as the World Bank, the 
Organization for Economic Cooperation and Development (OECD), the 
United States Federal Reserve, and others have studied these challenges, 
which range from the growing fiscal pressures in national pension 
systems 1 caused by fewer workers having to provide benefits for greater 
numbers of retirees, to potential economic strains due to shortages of 
skilled workers as they exit the labor force. Most of these organizations 
believe that greater labor force participation by older workers can be part 
of the solution to mitigate the adverse effects of aging populations. 

In light of the economic and labor force challenges posed by an aging 
population, you asked us to draw upon the experience of other high- 
income industrialized nations in examining the following questions: (1) 
How does the United States compare with other high-income nations with 
regard to recent and projected trends in key demographic and labor force 
characteristics? (2) How are recently enacted retirement policy reforms in 
high-income nations expected to affect the labor force participation rate of 
older workers? 2 (3) What did these nations learn from enacting policies 
that may increase the labor force participation of older workers? 



'For this report, the term “national pension system” will be used when referring to 
“universal” government programs that provide retirement benefits to persons in nations 
other than the United States. The term “employer-provided pension” refers to retirement 
benefits businesses make available to their employees. 

2 In this report, we define older workers as persons 50 years of age and older. In some 
cases, because of the limitations of available data, we analyze subgroups of older workers, 
for example, those 55 years of age and older. 
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Results in Brief 



To answer these questions, we compiled and analyzed demographic and 
labor force data from the OECD, the United Nations Population Division, 
and the International Labour Organization (ILO), highlighting data from 
the United States and seven other comparison OECD nations. 3 In addition, 
we consulted with individual experts in national pension policy and 
conducted an extensive review of the international retirement literature. 
On the basis of this preliminary research, we identified three nations — 
Japan, Sweden, and the United Kingdom — that had displayed high levels of 
older worker labor force participation in the past and were now 
implementing policy reforms that continued to emphasize the importance 
of older worker labor force participation. We then examined these nations’ 
pension systems — both national and employer-provided — and labor 
market policies through interviews, literature reviews, and site visits. We 
met with key government officials concerning pension and labor market 
policy, representatives from employer organizations and labor unions, and 
well-known scholars who have studied older worker issues in each nation. 
We conducted our work between February 2002 and January 2003 in 
accordance with generally accepted government auditing standards. For 
more details on our scope and methodology, see appendix I. For more 
details on the pension systems and labor market policies of our sample of 
nations, see appendixes II to IV. 



The recent and projected adverse labor force and demographic trends for 
most other high-income nations will be less pronounced in the United 
States, but the aging of the population will still pose a challenge to 
retirement income programs. Although U.S. labor force participation rates 
for older workers are not as high as in previous decades, ILO data for 2000 
show that they are higher than most other high-income nations. The 
situation is similar for demographic trends. In 2000, for example, the 
median age of the U.S. population was 36, which was slightly lower than 
the other high-income nations we examined. However, by 2050 the 
projected U.S. median age of 41 will be 10 or more years lower than the 
median ages projected for four of the seven other comparison nations. 
Relatively higher fertility and immigration rates are two factors 
contributing to the comparatively slower aging of the U.S. population. The 
United State’s lower median age contributes to an elderly dependency 
ratio, the ratio of persons older than 60 to persons age 15-59, that will be 



3 Besides the United States, the seven other nations highlighted are the remaining six of the 
“G-7”— Canada, France, Germany, Italy, Japan, and the United Kingdom— and Sweden. 
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between 6 and 36 percentage points lower than that of the other 
comparison nations by 2050. However, the U.S. ratio at that time will still 
be almost double its rate in 2000, primarily due to the aging of the baby 
boom generation. 

The retirement policy reforms in some high-income nations are expected 
to lead to higher labor force participation of older workers. National 
pension reforms in Japan, Sweden, and the United Kingdom that increase 
eligibility ages, reduce pension benefits, and increase benefits when 
claimed at a later age may encourage or require older workers to remain in 
the labor force longer. National and employer-provided pension reforms in 
each nation have moved toward the adoption of defined contribution 
features. 4 Such changes may also tend to foster greater labor force 
participation by older workers as the link between contributions and 
retirement benefits is more transparent as benefits grow in line with 
contributions and returns on account balances. In addition, two of these 
nations have taken steps to reduce the use of disability insurance as a path 
to early retirement by tightening the eligibility requirements for disability 
pensions. Each of the three nations has begun to study or enact policies 
that have the objective of reducing the barriers to employment at older 
ages. Such reforms include loosening or eliminating mandatory retirement 
age standards, encouraging the elimination of age discrimination in 
employment, improving older worker training, providing employment 
earnings incentives, and exploring quality-of-work life issues such as the 
flexibility of work arrangements. 

The experiences of other nations we studied suggest that the scope and 
comprehensiveness of reforms, the transparency and availability of 
information, and the strength of the economy play important roles in 
encouraging labor force participation by older workers. Officials from 
these nations agree that for reforms to be successful in increasing the 
labor force participation of older workers, they should be comprehensive 
in scope. This would suggest, for example, that any reforms in the national 
pension systems be accompanied by reforms in the employer-provided 
pension system, in related social insurance programs (such as disability 
insurance) as well as in labor market policies. Such comprehensive reform 
should also be complementary in nature, so for example, changes in labor 



4 Under a defined contribution plan, the retirement benefit is expressed as an account 
balance for the individual employee. This balance results from contributions that the 
employer, the worker, or both make, as well as from subsequent investment returns on the 
assets in the account. 
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